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KEY ECONOMIC INDICATORS 
(US$ Million for all values unless otherwise indicated) 


1983 1984 1985 


GNP (Nominal) 25,720 28,640 31,693 
Per Capita GNP (US$) 1,747 1,902 2,018 
Real GDP (1970 prices) 12,560 13,480 14,325 
Real GDP Growth Rate 5.9% 7.3% 5.5% 
Industrial Production Growth 6.6% 12.2% eet. - 
Labor Force (Thousands) 5,580 5,726 5,947 
Unemployment Rate 6.0% 6.2% 6.2% 
Money Supply (M1) 5,369 5,320 

Growth in Money Supply 7.7% -0.7% 

Growth in Private Sector Liguidity 9.4% 6.8% 

Inflation Rate 3.7% 3.9% 

Base lending rate (end of year) 10.75% 12.25% 

Federal Govt. Expenditure ligast 11,800 

Federal Govt. Deficit 3,673 2,920 

Federal Govt. Debt (Year End) 20,673 23,104 


Balance on Trade Account +459 +2,518 
Balance on Current Account -2,999 -1,659 
Balance on Capital Account +3,615 +2,481 
External Debt Service Ratio 9.7% 11.9% 
Foreign Reserves 3,777 3,851 


EXPORTS 


Petroleum products and gas 3,730 4,599 
Electronic Components 1,562 1,937 
Rubber 1,465 1,466 
Saw Logs & Sawn Timber 1,662 1,442 
Palm Oil and Palm kernel oil 1,398 2,126 
Tin 687 449 
Electrical Products 571 765 
Textiles 377 452 


Gross Exports 13,166 15,229 
Exports to US (FOB) 2,205* 2,824* 
Gross Imports 12,296 13,243 
Imports from US (CIF) 1,677* 1,827* 
US Share in Trade 15.2% 16.3% 


Sources: Ministry of Finance, Economic Report 1984/85 
Malaysian Department of Statistics 
Bank Negara (Central Bank) Annual Report for 1984 
*US Department of Commerce 

Exchange rate: US$l1 = M$2.50 

Note: 1985 figures are projections 





SUMMARY: Malaysia's well-diversified economy achieved a growth rate 
of 7.3 percent in 1984 which is expected to slow to 5.5 percent in 
1985. Malaysia's major customers - Japan, United States, Singapore, 
and the EEC - are experiencing economic growth which is benefitting 
Malaysia's economic performance. For 1985, LNG production coming 
Qnstream, should help the current account. However, decreases in 
the price of oil, lower electronic component production, and 
persistently low rubber prices will have a dampening effect. 
Foreign debt is still low in comparison to other developing 
countries and well within Malaysia's ability to service. A 
parliamentary democracy, the Malaysian government is reining in 
government expenditures and looks toward the private sector as an 
engine of growth. Malaysia's leaders have strongly supported 
foreign investment compatible with Malaysia's economic goals and 
have maintained a relatively open economy. 


THE MALAYSIAN ECONOMY IN BRIEF 


Over the past several decades, Malaysia has evolved from an 
agricultural based economy dependent on rubber and tin exports for 
foreign exchange to a well-diversified economy which exports 
electronic components, electrical products, rubber, tin, oil, 
liguified natural gas, palm oil, timber, textiles, and other goods. 
The country is blessed with abundant natural resources, particularly 


energy resources, for the size of its 15.3 million population. 
Agriculture is now only 21 percent of gross domestic product, 
followed by manufacturing at 18 percent, trade and tourism at 14 
percent, government at 13 percent, transport and communication at 8 
percent, finance at 8 percent, utilities at 8 percent, mining and 
petroleum at 5 percent, and construction at 5 percent. The gross 
national product in 1984 hit US$28.6 billion, unemployment was at 
6.2 percent, and inflation was around 3.9 percent. Malaysia 
anticipates 5.5 percent real growth for 1985 based largely on 
increased production in the manufacturing sector. Fiscal restraints 
on government outlays will delay some major projects, but should 
produce continued improvement in Malaysia's debt posture. 


The New Economic Policy (NEP) and succeeding five year economic 
plans continue to be the basis for Malaysian economic development. 
The basic goals of the NEP are to reduce and eventually eradicate 
poverty by raising the income of all Malaysians and to restructure 
Malaysian society so as to eliminate the identification of race with 
economic function. These strategies are to be implemented in the 
context of rapid economic growth thereby ensuring that no ethnic 
group will experience any economic deprivation. In practice, these 
policies mean that ethnic Malays and other indigenous races (known 
collectively as bumiputras) will get a larger slice of an ever 
expanding economic pie. The Malaysian government develops five year 
economic plans as a macro-economic tool to ensure that the 
socio-economic objectives of the NEP are achieved. 





In March 1984, the Malaysian goverr.ment released a Mid-Term Review 
of the Fourth* Economic Plan which also reviews progress under the 
NEP. The Mid-Term Review states that progress on NEP goals has been 
satisfactory, considering the economic difficulties created by the 
1981-82 international recession. The Review notes that little 
progress was made in the years 1981-83 on reducing poverty and that 
the overall incidence of poverty in peninsular Malaysia is 30.3 
percent of the population. The Review emphasizes, however, that 
poverty in Malaysia is not characterized by lack of food or shelter, 
but must be viewed in relation to the overall prosperity of the 
nation. 


Concerning restructuring society, the Review states that income 
imbalances between the different ethnic and racial groups are still 
wide although narrowing. The report points out that the overall 
employment patterns reflect the ethnic and racial breakdown of the 
country although Bumiputras are underrepresented in the 
manufacturing and commercial sectors of the economy while 
overrepresented in the primary sector. The Review also reports 
progress on achieving NEP goals for corporate equity of 30 percent 
bumiputra, 40 percent other Malaysians, and 30 percent foreign. The 
current breakdown on corporate eguity is 18 percent Bumiputra, 47 
percent other Malaysians, and 33.6 percent foreign equity. 


The Fifth Malaysian Economic Plan will be presented to Parliament in 
late 1985. In addition, the Malaysian government is developing an 
industrial master plan with the assistance of UN agencies and is 
reviewing regulations governing the banking sector with the 
cooperation of the IMF. 


Since the NEP was developed in 1971, the Malaysian economy has 
undergone significant changes. From 1971 to 1980, real annual GDP 
growth averaged 7.8 percent. During the world-wide recession from 
1981 to 1983, growth continued at a 5-6 percent rate. Living 
standards improved considerably and nominal per capita GNP rose 
substantially from US$ 380 (1970) to US$ 1902 (1984). Since 1971, 
four export industries - petroleum, electronic components, palm 
oil,and timber have largely overtaken Malaysia's traditional export 
industries of rubber and tin. 


The needs of a developing economy and the world recession 
contributed to a substantial increase in federal government 
expenditures, overall deficits, and external borrowing in the early 
1980's. Since mid-1982, however, the federal government has 
followed a policy of fiscal austerity. Since the 1981 budget, the 
Malaysian governments overall budget has increased only 3 percent 
while revenues increased about 7 percent per annum thus reducing the 
annual deficit, and decreasing annual external borrowing 
requirements. This policy is expected to continue through at least 





1985. The government has also begun to implement a policy called 
privatization, i.e. the transfer of some government services to the 
private sector, in order to reduce government expenditures and the 
role of government in society. 


SECTORAL PERFORMANCE IN 1984 AND OUTLOOK FOR 1985 


MANUFACTURING: Malaysia produces a large number of manufactured 
products for both the export and domestic market. These include 
electronic components, electrical products, assembled automobiles, 
food products, cigarettes, textiles, footwear, timber products, 
industrial chemicals, fertilizers, drugs, rubber and plastic 
products, and metal products. 


Growth in manufacturing production is estimated to have grown by 
12.2 percent in 1984 after a growth rate of 6.6 percent in 1983. 
One important spur to the manufacturing sector was a substantial 
increase in semiconductor and electrical product manufacturing in 
1984 of 33.9 percent. 


In 1985, a number of heavy industry projects are expected to come 
onstream. The Heavy Industry Corporation of Malaysia (HICOM - which 
is wholly owned by the Malaysia government) and Mitsubishi are 
‘planning to produce a made-in-Malaysia car. Plant site and 
equipment will cost US$241.3 million. Production is scheduled to 
begin in July, 1985 at 6,000 cars a year then increase to 38,000 per 
year in 1986 before reaching 80,000 per year in 1987. Production is 
scheduled to reach 100,000 cars by 1991. The Malaysian car will be a 
four door, front wheel drive vehicle with a 1.3/1.5 liter engine. 
Value-added will be 35 percent Malaysian. 


A second major facility coming onstream is the Perwaja Terengganu 
Sendirian Berhad iron and steel facility which is expected to 
produce 600,000 metric tons of iron and 590,000 metric tons of steel 
a year largely for the construction industry. This facility is one 
of the first industrial projects to use natural gas located off the 
coast of peninsular Malaysia. 


Of particular importance is the electronic components/electrical 
products sector which contributes significantly to Malaysia's export 
earnings (1984 - US$2.7 billion). Malaysia is the largest exporter 
in the world of integrated circuits and the third largest exporter 
of air-conditioners. About 65 percent of US-Malaysian merchandise 
trade involves electronic components and electrical products. Over 
80,000 Malaysians are employed in firms which manufacture electronic 
components and electrical products. Nearly all U.S. semiconductor 
companies have operations in Malaysia. 





1984 was a boom year for the electronics industry with many plants 
working seven days a week, 24 hours a day. Towards the end of 1984, 
however, orders decreased and many plants cut short their work 

week. Forecasts for 1985 show lower demand for semiconductors and 
integrated circuits. US firms generally find Malaysia to have a 
good investment climate and in 1984, US electronic firms invested 
US$84 million in new equipment. 


Malaysia is encouraging the vertical integration of its electronic 
industry. Currently, the industry is dominated by companies engaged 
principally in semi-conductor assembly. Malaysia hopes to develop 
upstream activities (i.e. wafer fabrication, lead frames) and 
downstream activities (i.e. computers and peripherals, 
telecommunications equipment, and consumer electronics). In 1984, 
the Malaysian government established the Malaysian Institute for 
Microelectric Systems, both as a training institute and as a center 
for developing expertise in the electronics industry. 


The Mid-Term Review singled out the manufacturing sector as the 
sector with the most disappointing growth record and suggested a 
number of new methods.to spur the manufacturing sector. The 
Malaysian government is developing a master plan for the 
manufacturing sector which will serve as a blueprint for the further 
development of the sector. 


PETROLEUM: Malaysia is conservatively estimated to have 2.9 billion 
barrels in oil reserves, 44 trillion cubic feet of non-associated 
gas reserves, and 10 trillion cubic feet of associated gas reserves 
located off the East Coast of Peninsular Malaysia and off the West 
Coast of Sabah and Sarawak. In 1983, crude oil production averaged 
approximately 381,600 barrels/day compared to 1982's 303,000 b/day. 
In 1984, Malaysia's crude petroleum production reached 440,000 
b/day, but will decline slightly in 1985 to 420,000 b/day. A 
combination of lower production and lower prices in 1985 will 
decrease export earnings. 


Malaysia's oil is a high quality, low-sulfur crude which commands a 
premium price on the world market. Along with other oil producers, 
Malaysia's crude has come under downward price pressure over the 
last three years. Prices for Malaysia's crude oil declined from a 
1982 average of US$35.6/barrel to a 1984 average of US$29.88/barrel, 
reflecting world-wide softening in oil prices. Because refineries 
are being converted to process heavier crudes more efficiently, the 
premium paid for light crudes declined. In addition, abundant oil 
Supplies decreased the premium which purchasers were willing to pay 
for term contracts. These factors among others forced Malaysia's 
crude price below US$30/barrel and Malaysia's crude is now selling 
at around US$28/barrel. In October, 1984, Malaysia began sending 
representatives to OPEC meetings in observer status. 





Because Malaysia's crude does not match local product mix, Malaysia 
imports both crude oil from Saudi Arabia and other Gulf states, and 
refined prodiicts from Singapore. Some of Malaysia's crude is 
exported to Singapore and refined there for re-export to Malaysia. 
Total value of petroleum exports including LNG in 1984 was US$4.1 
billion while total Malaysian imports of crude and refined products 
was US$1.4 billion. Principal importers of Malaysian crude 
petroleum are Japan, Singapore and Thailand. 

Malaysia also produces large amounts of liquified natural gas from 
fields located off the East Malaysian state of Sarawak, all of which 
is shipped to Japan under a 20 year agreement. Malaysia has 
contracted to provide 1.69 million metric tons of LNG in 1983, 2.99 
million metric tons in 1984, and 4.5 million metric tons in 1985. 
Deliveries, however, may be accelerated. Beginning in 1986, 
Malaysia will provide Japan with 6 million metric tons. 


As part as its effort to encourage increased development on the East 
Coast of Malaysia, the Malaysian government is developing a number 
of major oil and gas projects in the state of Trengganu. In 1984, 
the 900 MW Paka electric facility began receiving gas from the 
Trengganu gas fields. In 1985, gas from off the Trengganu coast 
will be used to produce iron and steel in a steel mill now under 
construction. The Malaysian government has made a decision to 
proceed with the peninsular Malaysia gas pipeline project which will 


supply natural gas to electric generating facilities on Malaysia's 
west coast and to Singapore. Once the gas pipeline project is 
completed in 1988, it will help Malaysia's trade account surplus by 
increasing exports and by decreasing demand for heavy crude and fuel 
oil. 


Petroleum revenue is significant for the national budget and balance 
of payments. Petroleum revenues make up approximately 30 percent 

of total federal government revenue in the form of corporate income 
taxes, royalties and export duties. In addition, in past years, 
Petronas has loaned substantial amounts of money to the Malaysian 
government. From 1980-84 Petronas had annual profits of 
approximately US$ 1 billion per annun. 


RUBBER: Rubber prices declined in 1984 from 1983 levels reaching a 
low of 187 Malaysian cents/kg in November at which point it has 
remained. Production in 1984 also declined by 2 percent to 1,530 
mtons. Given continued strong performance of the U.S. economy, 
industry analysts have had difficulty explaining the drop, but 
Slower than expected recovery in Europe, higher production because 
of unusual weather conditions in 1984, bearish sentiment in the 
rubber futures market, the Thai devaluation and reduction in export 
duties, and a change in consumer purchasing patterns to lower 
guality rubber are among the causes cited. Total export earnings 
for Malaysia's rubber exports are expected to be lower than the 
US$1.5 billion in 1984. Principal markets for Malaysian rubber are 
Singapore, the United States, PRC, and USSR. 





PALM OIL: Malaysia is the world's largest supplier of palm oil, a 
vegetable oil used for cooking in much of the Third World and a base 
for the production of margarine, soap and other oil-based products. 
Malaysia's production of crude palm oil rose in 1984 to 3.7 million 
metric tons from a 1983 level of 3.0 million metric tons and is 
expected to increase in 1985. Malaysia expects to increase palm oil 
production as rubber acreage is converted to palm oil and trees 
mature. Palm oil prices which gyrated wildly in 1984 reaching a 
high at one point of M$3000/mtons steadied in the latter part of the 
year and closed 1984 at M$1243/mton. Prices are expected to remain 
at this level in 1985. Despite the expected increase in production, 
lower average prices for 1985 will mean lower export earnings from 


palm oil. Principal importers of Malaysian palm oil are India and 
Singapore. 


TIMBER: Malaysia is one of the world's leading producers and 
exporters of tropical hardwood timber. Total saw log production in 
1984 was 29.8 million cubic meters and is expected to remain at that 
level in 1985. In April 1984, the government announced plans to 
limit logging to 149,000 ha/yr. from 1986 to the year 2000 compared 
to the present rate of 200,000 ha/yr. In June 1984, the Malaysian 
government imposed a ban on all exports of saw logs from peninsular 
Malaysia, effective January 1, 1985. 


In 1984, sawn timber production reached 6.0 million cubic meters, 
down 16 percent from the 1983 level of 7.2 million cubic meters. As 
part of its efforts to encourage downstream processing of primary 
goods, the Malaysian government announced in February, 1984 that two 
pulp and paper mills costing US$538 million and US$215 million would 
be built in Sabah and Kelantan. In 1985, sawn timber production is 
expected to rise slightly. 


In 1984, prices for Malaysian saw logs rose about 13 percent while 
Sawn timber prices remained flat. Export earnings declined, 
however, as lower production outweighed higher prices. Timber 
export earnings are expected to increase in 1985. Principal 
customers for Malaysia's timber exports are Japan, Korea, and 
Taiwan. 


FOOD PRODUCTION: Increased food production has been a Malaysian 
economic goal for many years reflecting a desire to save foreign 
exchange as well as to develop the rural economy. Malaysia produces 
about 75 percent of its rice needs, nearly all of its poultry, pork 
and fish, and about half of its beef. It must import all of its 
wheat and feed corn, 88 percent of its mutton, and 94 percent of its 


dairy products. Imports of fruits, wheat, and vegetables are 
substantial. 





Malaysia's production of rice in 1984 declined by about 5 percent to 
1.1 million metric tons and rice imports have been increasing. Rice 
production in Malaysia is hampered by inheritance laws which have 
had the result of subdividing farms into uneconomical units, by the 
movement of agricultural workers into the industrialized work force, 
and by the availability of relatively inexpensive rice in nearby 
countries. Rice production dropped to 60.6 percent of domestic 
needs in 1984 with the shortfall made up in rice imports, mainly 
from other countries in Southeast Asia. 


TIN: Malaysia continues to be the world's largest tin producer, 
contributing more than 25 percent of the total world supply in 

1983. Reduced industrial demand and export controls mandated by the 
International Tin Council, however, have resulted in a dramatic 
decline in Malaysian tin production. Actual production of 
tin-in-concentrates during 1983 declined by 21 percent to 41,367 
metric tons, a level maintained in 1984. No increase in tin 
production is seen in 1985 as low prices continue to dampen the 
market. Tin exports declined sharply in 1984 from 57,000 mtons in 
1983 to about 38,000 mtons. Tin now ranks in sixth place as an 
export earner for Malaysia. The principal customers for tin are the 
European Economic Community and Japan. 


CONSTRUCTION: The construction sector of the economy, a major 
source of economic growth in recent years and in 1984, was estimated 
to have grown by 8.3 percent. Private non-residential construction 
was an important source of economic growth in 1984 and is likely to 
continue to be so in 1985 as existing projects are completed. In 
Kuala Lumpur alone, 80 commercial projects are being constructed in 
the period 1983-87 which are expected to triple existing office 
space by 25 million square feet. New hotels in Kuala Lumpur, 
Pahang, Penang, Sarawak and elsewhere in Malaysia are expected to 
increase the number of hotel rooms in Malaysia from 30,000 to 42,000 
by 1985. A substantial amount of the high-rise commercial 
construction is by Korean and Japanese firms, a fact which has been 
criticized by local construction and architectual firms. 


Private housing is not so robust. Although provision of adequate 
living quarters is a major goal of the Malaysian government, units 
completed in 1981-83 totalled 199,700 whereas the Fourth Economic 
Plan projected 554,000 units. Factors cited for the slow down in 
housing are high interest rates, and slow implementation of housing 
projects approved by the government. Government subsidized loans 
have also declined as a result of cutbacks in the federal budget. 


The increase in Supply of commercial and residential property has 
resulted in reduced property prices for commercial space and 
stagnant prices in housing. The over-supply of commercial office 
space in Kuala Lumpur resulted in a drop in rental costs in 1984. 
Newly completed office buildings have experienced difficulty in 
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leasing and rentals have dropped to about M$2.8 sq/ft from about 
M$4.2 sq/ft in 1983 and $M4.8 sq/ft in 1982. While rental costs 
have come down, construction costs have also plummetted from M$200 
sq/ft to M$70 sq/ft. 


The Central Bank issued public warnings in 1984 about the 
over-concentration of bank lending in construction which the Bank 
feels is crowding out lending to other sectors in the economy. The 
building boom continues, however, as does bank lending. Total 
construction and real estate loans, excluding housing, increased by 
US$1.26 billion to US$3.48 billion at the end of 1984 accounting for 
22 percent of total loans of Malaysia's commercial bank, merchant 
banks and finance companies. In early 1985, the investment arm of 
the Malaysian Chinese Association - one of the parties in Malaysia's 
ruling coalition - announced plans to build over a 10 year period a 
M$l1 billion mini-city near KL's downtown area that will feature 3 
office buildings between 35 and 48 stories high and KL's second 
convention center. 


COMPANY PERFORMANCE: Malaysian companies showed a mixed performance 
in 1984 compared with 1983. Banks did substantially better than 
average, as did Malaysian rubber and palm oil plantations. 
Manufacturers showed generally a flat performance as did properties 
with some exceptions. The Kuala Lumpur Stock Exchange (KLSE) 
Industrial Index peaked in February, 1984 but dropped consistently 
through the the year as did other market indices. 


On the corporate front, the most newsworthy story in 1984 and early 
1985 was the continuing investigation of Bumiputra Malaysian Finance 
officials who managed to lose US$1 billion from 1979-1983 to a Hong 
Kong financier. Domestic loan operations of BMF's parent, Bank 
Bumiputra Malaysia Berhad (BBMB) have also been criticized. AS a 
result of BMF's and BBMB's continuing troubles, Petronas, the 
national oil company was invited by the government to purchase 90 
percent of BBMB in September 1984 for M$1.2 billion. Petronas also 
purchased BMF's Hong Kong loan portfolio for M$1.3 billion and 
injected a further M$300 million into BBMB. As a result of BMF's 
and other bank problems, Bank Negara, Malaysia's central bank, has 
taken action to limit the amount of funds which can be lent to any 
one individual or company, force banks to take action on 
non-performing loans, and in general tighten banking regulations. 


Sime Darby, Malaysia's largest private company and multinational, 
also made news in 1984 embarking on a major diversification and 
expansion campaign. In 1984, Sime acquired a 32 percent share in 
United Estates Projects, a large property developer. Sime also 
expanded its interest in tire production with the purchase of 51 
percent of Dunlop Malaysia Industries Berhad, a major rubber 
products manufacturer. 





FOREIGN DEBT 


Malaysia relies on a substantial amount of foreign financing for its 
economic development; however, Malaysia's external debt is well 
within Malaysia's ability to service. To smooth out repayments 
coming due in the next five years, the Malaysian government has 
taken advantage of lower interest charges to stretch out its debt 
repayment schedule. In October 1984, the GOM raised US$600 million 
in 20 year floating rate notes in the Euromarket. Interest was set 
at one-eighth over six month LIBOR plus commissions. No 
amortization of principal is required for at least 10 years. Other 
recent large borrowings included a Canadian dollar 150 million loan 
in March 1984 and a US$500 million syndicated loan in May. In 
addition to private borrowing, Malaysia also has access to such 
international financial institutions as the International Bank for 
Reconstruction and Development, the Asian Development Bank, and the 
Islamic Development Bank for loans to develop the country's economic 
infrastructure. 


External debt servicing is expected to rise in 1985 because grace 
periods for existing loans will expire and because an increased 
percentage of loans in recent years were obtained at market rates. 
In April 1985, the Central Bank released the following data on 
Malaysia's external debt: 


Disbursements and Payments 


M$ Billions - Original maturities of one year or more 


- 1982 1983 1984 
Gross disbursements 10.3 
Repayment 
Net borrowing 
Federal Government 
Guaranteed Loans 
Private Sector 


Outstanding debt 
Federal Government 
Guaranteed loans 
Private Sector 


External Debt Service Ratio (percent) 
Overall G22 
Federal Government 
Guaranteed Loans 
Private Sector 





Currency Fluctuations. 


The ringgit performed very well in 1984 compared with other 
currencies. It held up well against the dollar until October when 
it began to slide from about the M$2.35 level to M$2.43 on December 
31 or about 3 percent. It continued this slide into 1985 reaching 
M$2.55 before recovering to M$2.49. The ringgit, however, in 1984 
appreciated against the yen by 3 percent, the deutsche mark by 9.6 
percent and the pound by an astounding 23.3 percent. The strengthof 
the ringgit may have marginally hurt the competitiveness of some 
Malaysian exports, particularly textiles and apparel. However, a 
strong ringgit helps keep the cost of imports down and is an 
important factor in the fight against inflation in an economy where 


the import of goods and non-factor services is more than 50 percent 
of GNP. 


FEDERAL BUDGET 


The federal government's budget for 1985 of US$11.7 billion is a 
slight reduction from the 1984 level of US$11.8 billion reflecting 
continued government concern about the budgetary deficit and foreign 
borrowing. Budgetary savings will be achieved by deferring lower 
priority development projects in virtually all sectors. Defense, 
transportation, and communications development expenditures were 
particularly hard hit with defense development expenditures down 63 
percent from 1984 spending. 


BUSINESS CLIMATE 


The Malaysian government has sought to improve the business climate 
in Malaysia for the private sector. The government views the 
private sector as more efficient than the public sector and has 
stated that it will improve coordination between the private sector 
and government administrative bodies. In addition, the government 
has advocated transferring government services to the private 
sector, a policy called privatization. Areas which have been 
identified as likely to be privatized include telecommunications; 
the national airline, MAS; a container service in Port Klang, 
Malaysia's largest port; aircraft maintenance services; rubbish 
collection; medical services; and highway maintenance and toll 
collection. As a first step in permitting the private sector to 
operate in heretofore government monopolies, the GOM licensed 
Malaysia's first private television station in May 1984. The 
Malaysian government has begun to implement the privatization policy 
in the telecommunications sector. 


FOREIGN INVESTMENT AND TRADE 


The Malaysian government has an active program of encouraging 
foreign investment in conformity with Malaysia's economic 





development goals. Various tax incentives are given for differing 
forms of investment. Firms which invest in free trade zones whose 
products will, be exported, and/or firms which introduce new 
technologies or manufacture products that further Malaysia's 
economic development goals or establish facilites in economically 
depressed areas may obtain as much as eight years exemption from 
corporate income tax, development tax and excess profits tax. Other 
incentives may be provided including reinvestment allowances, 
accelerated depreciation allowance, export refinancing, investment 
tax credits, export allowances, and incentives for research and 
development. The Malaysian government encourages foreign firms 
which invest in Malaysia to have local equity participation. 

In 1984, the Malaysian government began a review of incentives for 
foreign investment the results of which will be made public in 
1985. 


In conformity with the New Economic Policy, firms are encouraged to 
employ Malaysians and in particular to hire, train, and promote 
ethnic Malays and other indigenous races. As a result most foreign 
firms operate with relatively few expatriate personnel. The 
Malaysian government has an active program of vocational and 
academic training to help meet the needs of foreign firms for labor. 


The Malaysian Industrial Development Authority (MIDA) is the 
principal government body charged with attracting foreign investment 
to Malaysia. Recently, it has emphasized downstream processing of 
Malaysia's primary products in attracting investments, although it 
would welcome any proposal. In addition, the individual Malaysian 
states have State Economic Development Corporations which provide 
assistance to foreign investors. A major policy statement on 
investment conditions for foreign firms is expected this year. 


Total cumulative non-petroleum US investment through 1984 is 
conservatively estimated at US$l billion while total US petroleum 
investment is US$1.9 billion. Other countries with substantial 
foreign investments include Japan, Singapore, Hong Kong, and the 
United Kingdom. 


US firms have invested heavily in the electronic component industry. 
Other US firms produce tires, pharmaceuticals, and consumer goods, 
and provide engineering, financial and insurance services. The 
American Business Council, with some 200 members, seeks to represent 
the interests of American firms in Malaysia with the Malaysian 
government. The Malaysian government has sought to strengthen US 
investor interest in Malaysia during high-level visits to the United 
States by Malaysian officials including the Prime Minister. 


Malaysia's principal trading partners are Japan, Singapore, the 
European Community, and the United States. 1984 was a particularly 
significant year for US-Malaysian trade. Malaysian exports to the 
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United States climbed 28 percent while US exports to Malaysia 
climbed nearly 9 percent. Malaysia's principal exports are 
electronic components, electrical products, oil, rubber, timber 
products, palm oil, and tin. Malaysia's principal imports are 
machinery and transport equipment, manufactured goods, petroleum 
products, and food products. Approximately one-third of Malaysia's 
imports are investment goods. 


Malaysia's exports to the United States do not follow the pattern of 
Malaysia's exports to other industrialized countries. Nearly 70 
percent of the total value of Malaysia's exports to the US are in 
the form of manufactured goods, mostly electronic components. 


Forty-three percent of Malaysia's total manufactured exports are 
exported to the US. 


In 1984, Malaysian exports to the United States according to 
Malaysian government statistics totalled $2.09 billion in 1984 a net 
increase of about 20.6 percent. Malaysian exports consisted 
primarily of electronic components, textiles and apparel, rubber, 
palm oil, tin and cocoa. For 1984, according to Malaysian 
government figures, imports from the United States totalled US$2.15 
billion, or a 8.8 percent increase and included electronic 
components, machinery and transport equipment, chemicals, 
manufactured goods, arms and ammunition, and aircraft. US 
government figures show however, that the United States exports 
totalled US$1.8 while US imports totalled about US$2.8 billion. 
These discrepancies in US-Malaysian statistics are because of 
different methods of valuing imports and exports and because of 
goods which are transshipped through Singapore. 


Malaysia is a good market for US exports particularly of food, 
computer systems, telecommunications equipment, specialized 
manufacturing equipment, petroleum production and refining 
equipment, and defense equipment. Significant demand will also 
continue to exist for engineering and architectual skills. 


One of the major US exports to Malaysia is educational services. 
Over 20,000 Malaysian students are attending universities in the 
United States. In addition, US firms have an active program of 
transferring technology to Malaysians in company training programs 
both in Malaysia and in the United States. The total value of US 


export of educational services is conservatively estimated at 
US$160 million a year. 


Malaysia's relationship with Japan is very important. Japan is 
Malaysia's biggest trading partner, importing primary products such 
as liguified natural gas, oil, rubber, tin, and sawlogs and 
exporting transport equipment (principally automobiles) and 
manufactured goods such as telecommunications eguipment. Japan is 
also a major source of external financing. Japanese firms have a 
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substantial share of contracts for major construction projects, 
including office buildings and major industrial projects. Japanese 
investment in, Malaysia is substantial. The Malaysian government has 
sought to further strengthen the Tokyo connection by emphasizing a 
policy called "Look East" which basically seeks to have Malaysia 
emulate Japan in its business practices and work discipline. 


MAJOR INDUSTRIAL PROJECTS 


With the emphasis on the reduction of foreign borrowing, activity in 
the Malaysian major project sector has diminished significantly. 

The Government of Malaysia is seeking alternative ways of financing 
major infrastructure projects other than utilizing the multilateral 
development banks, bilateral government-to-government loans, and the 
international banking community. As part of a program to encourage 
equity investment rather than borrowing, the GOM will also entertain 
proposals in which foreign parties express their willingness to take 
an equity position in any of the major projects listed below. 
Privatization is also spoken of in terms of funding some of these 
projects. 


Major projects include: 


1. Railway modernization project 

2. Sarawak Hydroelectric Development Project 
3. Kuala Lumpur Light Rapid Transit System 
4. Mini Hydro Project 

5. Peninsula Gas Pipeline Project 

6. East Malaysia Airport Upgrade Projects 

7. Downstream Petrochemical Projects 

8. National Ports Projects 


Details about these and other projects may be obtained in major 
project reports available from the U.S. Department of Commerce in 
Washington, Commerce Department District Offices throughout the 
United States, and the U.S. Embassy in Kuala Lumpur. 


Schedule of U.S. Export Promotion Events 


In its FY 85 Country Marketing Plan for Malaysia, the U.S. Embassy 
has identified the following product categories as those which can 
be expected to realize good growth and therefore represent 
opportunities for U.S. exporters: 


Aircraft and parts 

Avionics and ground support equipment 
Building products 

Computers and peripherals 

Computer software and services 
Equipment leasing services 
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7. Food processing and packaging machinery 
8. Medical instrument and supply 

9. Metal working equipment 

10. Industrial control 

ll. Plastic production machinery 


Market sketches of these sectors for Malaysia are available through 
the Department of Commerce or U.S. Embassy in Kuala Lumpur. In 
addition to these product sectors, the Commercial Section has 
established an active Trade Promotion Event Schedule for the next 


year. 
1985 


June 


August 


November 


December 
1986 
January 
February 


March 


May 
June 


August 


Scheduling 
show will visit other countries in the region. 


- Construction Machinery and Building Products Trade 


Mission 

Malbex 85 Construction Materials and Equipment Trade 
Fair 

Electronic Components Catalog Show 


Medical Equipment Trade Exhibit 
Computers & Office Equipment/Computers & Peripherals 


Video Tape Catalog Show 
Communitech/Computer 85 Trade Show 


Medical Instrument and Equipment Catalog Show 


Eguipment Leasing Services Seminar Mission 
Defense 86 Trade Fair 


Printing and Graphic Arts Catalog Show 
Scientific Instruments Catalog Show 


Security & Safety Equipment Seminar Mission 
Telecommunications/High Tech Catalog Show 
Marine Equipment Trade Mission 


for these events is subject to change. Each mission and 


U.S. firms 


interested in an introduction to or expansion in the Malaysian 
market should contact the U.S. Department of Commerce in Washington 
or the nearest Department of Commerce District office for further 
information. 








